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KEY ECONOMIC INDICATORS (ETHIOPIA) 


All values in million US$ Exchange rate US$1.00 = 2.07 Ethiopian Birr 


Ethiopian fiscal year (EFY)2/ 1978 1979 1980 
INCOME, PRODUCTION 


GNP at current prices 3,487. 3,846.3 4,090. 
GDP at constant prices (base; 
EFY 1961) 1,936. 2,039.5 Zoe 
Agricultural Sector 928. 950.9 996. 
Per Capita GNP, current prices 11s. AZT ie. ey 
Gross Fixed Investment 263. 240.7 425. 
Electric Power Production (mil.kwh) 450. 502.8 550. 
Coffee Exports (1,000 MT*) 66. By. a 76. 
Value of Coffee Exports (FOB) 242.7 286.3 2vs, 


N 


NHN OA IN ~I 


MONEY AND PRICES (at Dec. 31) 
Money Supply (currency § demand 
deposits) 584.9 641.1 797.0 
External Public Sector Debt (EFY) 455.4 495.5 579.6 
Debt Service (as percent of 
exports EFY) 8.8 Tid 6.2 
Lending Rates (Commercial Bank) so-12.9% 8.5-12.5% 8.0-12.5% 
Indices for Addis Ababa: 
Retail Prices excl. rent (1963=100) 291. 338.4 55535 
Food Prices (1963=100) 339. 400.7 421.6 
Wholesale Price (import) (1976=100) 119. 130.4 N/A** 
Wholesale Price (export) (1975=100) 178. 194.4 178.9 


BALANCE OF PAYMENTS §& TRADE (at Dec. 31) 
Net Gold §& For. Exch. Reserves 
(12/31)2/ 160. 
Balance of Payments(current account) -112. 
Balance of Trade -213. 
Exports, FOB 306. 
70 USS. 94. 
Imports, CIF 516. 
From U.S. 29. 


SOURCES: 1) National Bank of Ethiopia Quarterly Bulletin, March and June, 1981 
2) Ethiopia Statistical Abstract, 1978 
3) World Bank Sources 


1/ Fiscal Year Data 1978 corresponds to 1977/78, 1979 to 1978/79, etc. 
Ethiopian Fiscal Year (EFY) ends on July 7. 

2/ Does not take into account foreign securities held, etc., nor 
outstanding letters of credit. 


*Metric Tons (MT) 
**Not Available 





SUMMARY 


Economic growth in Ethiopia slowed during 1981. Real increases 
may have been negligible. A decline in world coffee prices 

was a Significant factor in this slowdown. Coffee provides 
Ethiopia with about 65 to 70 percent of foreign exchange earn- 
ings. Lower coffee earnings have impacted most sectors of 

the economy through reduced revenues and capacity to pay for 
imports. According to a government announcement only 74 per- 
cent of income expected from foreign trade last year was 
realized. 


While export earnings and budget revenues have suffered, 
pressures on imports and budget expenditures have been in- 
creasing. A major new item in Ethiopia's financial picture 
is the Red Star Campaign begun in January 1981. The campaign 
is a political, military, and economic effort to reintegrate 
the Eritrean Region. The exact costs of the effort are un- 
known but its size and intensity suggest that it is an expen- 
sive undertaking which will intensify budget strains and 
absorb scarce resources from a number of pressing needs. 


In spite of Ethiopia's financial problems, its balance of 
payments situation has improved markedly since the end of 
last year. The improvement is due to assistance from the 

IMF (67 million SDRs) and from Libya ($150 million). Foreign 
exchange reserves were at about $260 million in the winter 

of 1982. 


Near-term prospects for the Ethiopian economy remain gloomy. 
Coffee earnings seem likely to be roughly similar to last 
year's results or less. Other exports have only very limited 
potential to raise foreign exchange earnings. Thus, for the 
foreseeable future Ethiopia will need considerable outside 
assistance for balance of payments and for development. 
However, Ethiopia's ability to attract aid in needed amounts 
seems limited. 


A significant number of trade opportunities exist for U. S. 
businessmen in Ethiopia in spite of cool but correct U. S.- 
Ethiopian bilateral relations and Ethiopia's financial problems. 
Opportunities are best in areas with a high priority for 
development and are enhanced where projects are funded by 
international donors. Products and services with good poten- 
tial include: farm machinery, fertilizers, road construction 
equipment, irrigation equipment, aircraft, computer services, 
and consulting services. 


Conditions for private investment in Ethiopia are presently 
difficult. 





CURRENT ECONOMIC SITUATION 


Economic growth in Ethiopia slowed during the last year. Real 
increases may have been negligible. Official Ethiopian statis- 
tics place GDP expansion at 3.3 percent for the fiscal year 
ended July, 1981. Population growth is estimated at about 2.5 
percent (Ethiopia has never had a census). Thus, on a real 
per capita basis, growth came to a near standstill. Some of 
this slowdown can be attributed to a sharp slide in world 
coffee prices. Lower earnings from coffee - Ethiopia's major 
export - have affected most sectors of the economy through 
reduced revenues and capacity to import. Poor productivity 

in other crops and in Ethiopia's small manufacturing sector 
have played a role in depressing the economy, as have manage- 
ment difficulties. 


AGRICULTURE: Agriculture accounts for nearly 50 percent of 
Ethiopia's GDP and 85 percent of employment. Coffee is the 
Single most important export crop, providing 65 to 70 percent 
of Ethiopia's foreign exchange. In the latest coffee year 
(ended September, 1981), earnings from coffee fell by about 
30 percent to $210 million. The decline in coffee earnings 
was due entirely to the fall in prices since export volume 
rose by five percent to 90,000 tons. 


Earnings from hides and skins, which contributed 12 percent to 
export earnings in 1980, were also down. First quarter data 
for 1981, the latest available, indicated that nearly two-thirds 
less was earned from exported hides and skins than in the 
Similar 1980 period. Volume was only 12 percent lower. Pro- 
duction in Ethiopia's other major export crops - pulses and 

oil seeds - has continued below pre-revolutionary peaks. Pulses 
and oil seeds averaged 23.7 percent of total exports in the 
1971-1973 period as compared with five percent in the 1978- 
1980 period. Peasant farmers, released by the land reform of 
1975 from a harsh feudal style system of land tenure, have 
tended to emphasize crops for consumption in the absence of 
price incentives and availability of consumer goods. Also, 
productivity in the highly mechanized State Farms system has 
been disappointing. Inadequate management, labor problems, 

and local market oriented crop selection have all hampered 
export growth. Cereal production over the last two years has 
been good in comparison with the poorest years. The estimated 
production of 4.3 million metric tons (MT) for 1980-1981 is 
only slightly below the estimated 4.6 million MT for 1979- 
1980. Even in the relatively good years, Ethiopia has depended 
on food aid and grain imports to make ends meet and will con- 
tinue to do so. Periodic drought, and erosion and degradation 
of soils due to deforestation and poor agricultural practices 
are continuing problems for production while poor management 

of the centralized trucking system and a very limited road 
system have plagued distribution. 
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The Ethiopian Government is taking a number of steps to resolve 
its agricultural problems. These include increasing assistance 
to peasant farmers as well as some limited experimentation with 
incentives. In the past, the Government has pushed the expan- 
sion of State Farms as the means of raising agricultural pro- 
ductivity. Currently, there is disenchantment with these farms 
because they have absorbed capital at a rate incommensurate 
with their output. The government's draft 10-year development 
plan calls for limiting the expansion of State Farms in favor 
of promoting their efficiency. The main focus of agricultural 
development efforts is being shifted to peasant farmers. Pro- 
ductivity is to be increased by providing them with better tools, 
improved seeds, fertilizers, and extension services through 
peasant producers' cooperatives operated under state approved 
committees. This approach is reflected in the IDA-financed 
minimum package project and in a number of proposals pending 
before lending institutions such as the African Development 
Bank. The cooperative movement, which has a high priority for 
the Government for political and economic reasons, is voluntary. 
So far, only 57 full-fledged producer cooperatives have been 
formed plus about 593 service cooperatives. By increasing 
incentives both agriculture and the producers' cooperative move- 
ment are to be strengthened. 


Both the World Bank and the IMF have urged the Ethiopian Govern- 
ment to improve price incentives paid to farmers as a method 

for raising marketed output. Recently, the government has init- 
iated some limited steps in this direction. For example, the 
prices paid to farmers for washed coffee have been raised by 
about $1.50 per 17 kilos, with encouraging results. However, 
implementing a general incentives program for farmers without 
upsetting other aspects of Ethiopia's stabilization program 
could be troublesome. For example, salaries for most urban 
workers have been frozen or increased little over the last six 
years and thus have declined in real terms. The degree of the 
Ethiopian Government's committment to pursuing this kind of 
policy, however, is unclear. 


FINANCE: Foreign trade provides Ethiopia with most of its oper- 
ating revenues. The FY 1981 budget anticipated 35 percent of 
revenues just from taxes levied directly against foreign trade. 
The government subsequently announced that only 74 percent of 

an unspecified amount of income expected from foreign trade had 
been realized. Thus, the forecast of a 25 percent increase in 
the deficit was probably exceeded. 


The major new factor impacting the Ethiopian budget is the Red 
Star Campaign - a political, military and economic campaign 
designed to crush the secessionist movement in Eritrea and re- 
integrate the region into the larger economy. The campaign, 
which began in January, will certainly raise government spending. 
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The Ethiopian budget, however, simply does not generate suffic- 
ient revenues to finance current operating expenditures, an 
ambitious development program, and large military operational 
expenditures. Before the recent campaign began, some informed 
observers were estimating military spending conservatively at 
about 10 percent of GDP. Little is known about the costs of 

the Red Star Campaign. However, its size and intensity indi- 
cate that it is an expensive undertaking. Strains on transport, 
medical supplies, and the budgets of the various ministries 

are already visible. 


Ethiopia's balance of payrnients is in better shape than could 

be expected given recent financial developments. Reserves are 
currently (Winter, 1982) in the vicinity of $260 million - or 

at over four months’ cover for exports at 1980 levels. This 
improvement - up from a few weeks’ cover in late 1980 - is due 

in some part to a standby arrangement negotiated in early 1981 
with the IMF for SDR 67 million. It owes considerably more, 
however, to $150 million (as yet unobligated) received from 
Libya following the signing of the Tripartite Agreement among 
Ethiopia, Libya, and South Yemen in August 1981. This assis- 
tance notwithstanding, the fundamentals of the Ethiopian economy 
have not changed and remain unfavorable to the balance of payments. 


ECONOMIC OUTLOOK 


The near-term prospects for the Ethiopian economy are not bright. 
Real growth, if any, seems likely to remain minimal. Balance 
of payments gaps can be expected to widen. 


Ethiopia's export prospects still depend largely on the course 
of world coffee prices. The amount of coffee exported has 
fluctuated narrowly around 85,000 tons in the last several 
years. Exports in 1982 are likely to be about the same as in 
1981. Coffee prices rebounded from their 1981 low early this 
coffee year, but have weakened in recent weeks. It seems 
likely, therefore, that coffee earnings will be similar to 
those for 1981 at best, or somewhat lower. 


In principle, the government's objectives of reaching pre- 
revolutionary self-sufficiency in grains with a surplus for 
exports and increasing exported coffee to 100,000 tons are 
attainable short-run goals. However, problems due to skilled 
management shortages and difficulties generated by overlapping 
and competing bureaucracies are not readily solved and will 
delay achieving these targets. Also, more will have to be 
done in the area of incentives to farmers. Targets such as 
Significantly increasing the quantity or quality of coffee 
grown, hides and skins processed, and diversifying agricul- 
tural exports will bear fruit slowly. The export of live animals 
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to the Arab market in the Middle East holds immediate poten- 
tial, but Ethiopia will find it difficult to meet Arab standards 
for imported animals. Apart from agriculture, opportunities 

to expand exports are slight. Some oil surveys have been 
arranged but serious exploration has yet to start. 


On the import side, pressure will continue to mount. Between 

1977 and 1980 spending on imports increased on average by more than 
25 percent per year. Oil, spare parts, and development continue 

to represent pressing needs. The military requirements for 

the Red Star Campaign will add to Ethiopia's oil needs. Some 
observers estimate that oil imports could reach 40 percent 

of total as compared with 25 percent for 1980. Because of 

the contractural nature of its basic oil supply and the rising 
quantity of oil imports, Ethiopia will not be able to benefit 

as much as it might from unofficial undercutting of OPEC prices. 


Increases in Ethiopia's budgetary expenditures will also con- 
tinue to outdistance revenue growth which will be hindered by 
depressed foreign trade. The Government is in the process of 
drawing up a tax reform to simplify the system and perhaps 
capture more revenues from agriculture. However, this poten- 
tial does not appear great. Development expenditures will have 
to compete more with military spending. Ethiopia is normally 
conservative in pursuing stabilization, i.e., salaries have 
been held down, some subsidies have been sharply reduced in 
prompt response to the IMF, and efforts have been made to hold 
down non-military spending. However, in the current environ- 
ment, a rise in deficit spending seems unavoidable. In addition, 
as the mid-1980's approach, Ethiopia will have to come to grips 
with repayments due the Soviet Union for military debt estim- 
ated at more than $2 billion. 


For the foreseeable future, Ethiopia will need considerable 
outside assistance for balance of payments and development. 

The rate of investment Ethiopia can muster will depend crucially 
on such aid. However, Ethiopia's potential to attract aid in 
needed amounts appears limited. It seems likely that aid from 
Western bilateral donors will increase only modestly if at all. 
A number of bilateral issues between Ethiopia and its major 
donors will probably inhibit aid growth. The European Commun- 
ity is the principal source of aid providing Ethiopia with 

about $100 million annually, of which 95 percent is grant aid. 
Ethiopia has benefited from the World Bank's decision to start 
new lending programs in 1981 as a result of some past progress 
made on compensation for properties nationalized in 1975. Last 
year, Ethiopia received $75 million in aid from the World Bank. 
This year, aid received could be somewhat higher. However, the 
pace of assistance depends on the continued satisfaction of the 
World Bank with the Ethiopian government's progress on compensa- 
tion. Since talks began in late 1980, only four settlements 
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have been reached with smaller claimants, one of which was 
American. Ethiopia's Compensation Commission is now hearing 
the very largest cases. However, these still have not reached 
final stages. 


IMPLICATIONS FOR THE UNITED STATES 


EXPORT OPPORTUNITIES: A number of significant trade opportun- 
ities exist for U. S. businessmen in Ethiopia in spite of cool 
but correct U.S.-Ethiopian bilateral relations and Ethiopia's 
large unfavorable trade imbalances. Opportunities are best 

in areas with a high priority for Ethiopia's development program 
and are enhanced where projects are funded by donors or inter- 
national bodies that do not restrict purchases to specific 
countries. U. S. AID does not provide development assistance 
to Ethiopia because of the Hickenlooper Amendment which bars 
such aid to countries which nationalize properties owned by 
Americans without providing for expeditious compensation. 
However, the United States continues to provide humanitarian 
assistance, mostly in food aid through private voluntary or UN 
Organizations. United States humanitarian aid to Ethiopia 
amounted to about $10 million in 1981. 


Agriculture, transportation, communications, mining, and 
mineral exploration are areas with the best sales potential. 
Agriculture is now, and will be for the foreseeable future, 
the mainstay of the Ethiopian economy. Ethiopia's program to 
raise the productivity of peasant agriculture will provide 
sales possibilities for fertilizers, improved seeds, agricul- 
tural equipment, and research materials. Plans to expand the 
amount of irrigated agriculture from the present 60,000 hectares* 
will stimulate government purchases of irrigation equipment. 
According to the governmental statistics 200,000 hectares are 
ready for immediate irrigation development. 


The State Farms would like to acquire sesame and cotton har- 
vesting machinery to eliminate the difficulty of mobilizing and 
managing large numbers of unskilled laborers during peak harvest 
seasons. However, the system is already burdened with debt and 
obtaining financing may be a problem. 


About 75 percent of Ethiopian farms are more than a one-day 
walk to the nearest road. Thus, road construction figures in 
most development projects to some degree, and the Ethiopian 
Transport Construction Authority is one of the largest sources 


*1 hectare = 2.471 acres 
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of tender activity. Although U.S. suppliers of road building 
equipment have done well in the past, they are now meeting 
stiff competition from Japanese and European firms who are 
able to offer attractive financial terms. 


Other areas of Ethiopia's limited transport system are similarly 
receiving governmental attention. Ethiopia is now in the process 
of upgrading its ports in Assab and Massawa. This activity 

ffers potential for port equipment and construction sales. 
Within the next two years, Ethiopian Airlines intends to acquire 
one or two widebody aircraft for international routes and a 
number of smaller aircraft to replace DC-3's for domestic 
service. Although EAL currently relies on U.S.-made aircraft, 
financing will play an important role in these sales. 


Activities by the Ethiopian Government to strengthen its manage- 
ment capabilities have created a market for consulting services 
and computer systems in areaS as varied aS port management and 
banking. Prospects for consulting and computer services should 
remain good. Ethiopia is also very interested in expanding its 
energy resources. Thus, some potential will exist for sales of 
oil exploration services and equipment. Ethiopia's manufacturing 
sector is powered by hydro-electric energy and sales potential 
here is good. Hydro-electric development, however, has been 
undertaken mainly by the Soviets and the EEC. The EEC is also 
sponsoring a geothermal project in the Lake Langano area of the 
Rift Valley. 


Most business in Ethiopia is done with a government purchaser 
and solicited by tender. Thus, it is essential to have a 
reputable local representative. Sales to Ethiopia are on a 
secured letter-of-credit basis. American businesspersons are 
well received in Ethiopia, and there is no security problem in 
Addis Ababa. 


PRIVATE INVESTMENT: Conditions remain unfavorable to private 
investment in Ethiopia. The Ethiopian Government has declared its 
openness to the consideration of foreign investment on a joint 
venture basis in which the Government's share must be at least 

51 percent. However, there have been no concrete clarifications 
of this policy, in spite of the Government's promises over many 
months to issue a proclamation on the subject. Discussions of 
joint ventures between the Government and a few private companies 
have occurred in areas such as oil exploration and canning, but 
agreements have yet to be reached. 














